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TOOLKIT 28 - FIXING SYSTEM SLIPPAGE

% Boost profits, customer service and the efficiency of
your business.

% Create an internal war chest for reinvesting in your
business.

% Renew the entrepreneurial spirit and energy within
your business.

System slippage is the gap between systems, rules or guidelines that businesses
establish and their lack of consistent use in practice.

Fixing it is a very effective way to get significant improvements in performance and
profit.

E.g., our policy is that all customer complaints are logged and dealt with within 24
hours... but in practice only a diligent person complies with this rule so 90% of
customers get appalling service.

Consequently, businesses are not as effective as they might be if the rules or
systems were used consistently. The impact on customers therefore can be; they
don't care about us; they don't treat us seriously when we complain, we will take
our business elsewhere next tfime.

Fixing any system slippages provides the opportunity to revitalise the business by
boosting profits, service levels and efficiency. In practice many businesses have
been surprised to find that they are haemorrhaging costs with the slippages often
equating to at least the annual net profits of the business.

‘Fixing system slippage helped us to quadruple our profits in one year. It also got

us out of the doldrums and got us going again,’ Simon Keats, Managing Director,
North Staffs Caravans.
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TIP: THE EASIEST WAY TO MAKE MONEY IS TO STOP LOSING IT

WHY DOES SYSTEM SLIPPAGE OCCUR?

Here are some of the main reasons why the system slips:

‘We never properly monitored or audited our credit control system.’

‘Our new recruits were not trained to use our system.’

Different people have their ‘own unique way' of doing things.

‘We (the management) believed the system was being used when it wasn't.’
No apparent consequences of using or not using the system.

Inevitable gaps between policy and practice at the sharp end.

We are too busy will other priorities.....

THE BENEFITS OF FIXING SYSTEM SLIPPAGE

In order to get your juices flowing here are some of the real benefits in terms of
cost reduction or profit improvement business people have actually enjoyed by
fixing system slippage:

Value £
Not following the process for the selection of suppliers (suppliers
inflated their quotations) — a building confractor. 410,000
Not following procedures for purchasing stationery —a
consulfancy business. 37,000
Not following the order entry process properly, causing major
customer service problems — a regional newspaper group. Ap.Im

Not completing risk management at commencement of a
project 760,000
(3 projects went off tfrack) — a civil engineering contractor.

Not taking up references for a senior appointment (candidate 21,000
lied about experience and qualifications) — a bank.
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e Not following process for ‘cross-selling’ extras to customers —a 485,000
caravan retailer.

¢ Not following established production planning system (resulting 250,000
in conflict between sales and production) — a lintel
manufacturer.

It is obvious that the benefits are worth having. Let's look at some examples in
more detail.

STORY — BRIAN FAIREY, COUNTRYWIDE CARAVANS

Brian Fairey, the owner of Countrywide Caravans, wanted to boost his profits.
‘We have a £10 million business, we are working hard for nothing — we deserve
to do better.’

Brian assembled his sales team from his four retail outlets, six people in total.
Countrywide sold touring caravans, finance, insurance, servicing and spares
through retail outlets. We took them through the system slippage toolkit. They
identified that cross selling was a key process i.e., encouraging the
salespeople to sell all the Countrywide products as a total package, not just
touring caravans.

The rationale was that the profit potential was in the extras, not in the sale of
the caravan.

This is a key point. Try to identify the real profitimprovement opportunities in
the business and focus upon them.

| asked Brian what systems they had to ensure that the sales team offered the
full package during every sale.
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‘We have a checklist for that,” said Brian, ‘which is signed by every sales
person who makes a sale and | see every form, so we don't have a problem.’

Brian left the meeting and | then asked the salesforce bluntly:

Do you all use this checkliste ‘Yes.’

All the fime?2 ‘Yes.’

Look me in the eyes — do you use it all the timee ‘Well ... John does.’

What about the rest? ‘Well ... Some of the time ..." Tip: ‘some of the time’
means never.

What's some of the time — and out it came. ‘We are here to sell caravans not
finance and spares ...’

It turned out they were not cross-selling all the additional services, but simply
ticking the boxes on the sales form. A classic example of system slippage in
living colour.

Why did the system not work? It was not their fault. Three sales people were
not trained in selling finance, nobody monitored the system in use and Brian
never audited the system properly.

So Brian retrained people, re-established the system and profit went from £80k
to £400k in three months.

‘We now work smarter, not harder,’ he said ‘and are actively looking at other
areas of system slippage, which will boost our profits even further.’

This is a good example of the manager establishing a system and therefore
believing he had everything under conftrol.

BRIAN'S TIP: Inspect don’t expect, particularly those
systems that hold real profit potential.
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Here is another example:

STORY - A REGIONAL NEWSPAPER GROUP

‘We've been trying for 12 months to try to reduce the mistakes we make in
invoicing —it is really upsetting some of our customers,’ said a frustrated Kim
Armstrong, the Financial Controller. ‘We can't identify and fix the problem:s.
It's costing us £1.25 million per year.’

So a group of 6 people from several departments and levels within the
business was assembled. They were taken through the system slippage
process and set off in small teams to try to identify the slippages in the process.

In order to fully understand the process the team mapped the whole order
entry system. This highlighted many issues and opportunities for improvements.

One team came back having found that 80% of the problems were being
caused by not attaching numbers to orders and so when customers were
invoiced they could not trace the order, which is what brought about the
disputes.

‘Can’t be right,” announced an embarrassed Mark Pennistone the Operations
Director. '‘Our policy is no order number no order; simple. You must have
made a mistake!’

‘Excuse me' piped up a young telephone sales trainee. ‘I have just attended
the sales training course and they teach you to get the order and worry about
the paperwork later.’

This was a classic example of the difference between policy and practice in
an organisation. It reinforces the need to see the problems from several
different perspectives within the business.

Everyone fell silent and Mark Pennistone's jaw dropped. The company was
actually teaching their staff to ignore their own policy ...

It was also discovered that it was not just the outstanding debt of £1.25m that
was the problem. They were also taking their key customers to court and had
seven admin people chasing outstanding debfs.

The old rule that had slipped was re-instated, the training course was changed
and the computer software re-written so as not to allow orders to be
processed without the correct order number. Orders were also confirmed by
fax to minimise disputes. The new process map was introduced and people
trained in the new process.

‘It took us six months to sort out our customer disputes, they dropped from 700
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to 27 per month and our debtors from £1.25 million to £130k. Fixing the system
slippage added £1m straight intfo our cash flow, improved our customer
relations and released seven admin staff to work on more added value work.’

Here is a summary of the team'’s report to the board:
Benefits fo our business:

Improved revenue/bottom line profit
Retention of customer

Improved productivity

Removed the blame culture

Gave us additional flexibility
Improved internal relationships

The next stage is to exceed customer expectations in line with the company
vision.
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HOW TO FIX SYSTEM SLIPPAGE

STAGE 1
e Select your level of investigation e.g.
company wide or departmental etc.

See levels of system slippage. ——

e Select a cross section of your people to

work as a team on fixing system slippage.

Team Selection Hints:

¢ Maximum 6 people

o Different functions e.g.
sales/production

o Different levels e.g.
Managers/Operators

¢ Ensure users of the system are
included

o Pick people who are passionate

e Tell them you want to improve the profits,

efficiency and service levels in the

Levels of system slippage

Whole business
- Often small businesses look
at their business overall

e Department
i.e., Production or Sales

e Process flow
i.e., Customer service or new
product development

e Sub process
i.e., Credit management as part
of the customer service
process

High cost or problem areas

business. Say, ‘We can either bring consultants in to do it or we can be
consultants to ourselves,” which do you want2 Most sane teams opt for the

latter choice.

e The first meeting takes 2 day.

e Establish the ground rules with the team (see example). Get them to come up
with their own ground rules in order to get ownership.

Ground rules - an example

e No finger pointing

e Treat each other with respect

o Bereally honest

e Take the actions you agree to

e Geft the facts - no guessing

o Positive can-do attitudes

e Make it fun and exciting, an
adventure not a trauma
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STAGE 2

e Get the team to list the systems, processes and guidelines, both formal and
informal, in place to control your business.

Checklist - Typical system processes and guidelines.
Level of system slippage - whole business example

e Recording the source of new customer enquiries
¢ Recording customer details accurately
e Terms and conditions communicated to customers
e Customer expectations of you

e Taking an order

¢ Dealing with complaints

e Controlling quality

e Process for cross selling

e Sales effectiveness

e Productivity

e Waste management

¢ Cost control

e Product profitability

e Buying effectively

¢ Obtaining customer feedback

e Controlling costs

e Recruiting people

¢ Risk management processes

e Marketing effectiveness

¢ Database quality control

o Etc. etc.

Q. What are some of your key processes?

e List the systems and processes that you use in your business onto a flipchart. Do
not reinterpret at this stage; record their words verbatim.
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STAGE 3

e Askindividuals to investigate which systems are being used effectively and
consistently and which are not used or are used inconsistently. E.g., thereis a
system for recording sources of new enquiries, but in practice people don't fill
the details in.

The consequence is — there is no way of assessing the effectiveness of your
marketing i.e., cost of marketing is high.

e They can have help from anybody in the business to do this. You should clear
this with people.

e If the system is complicated it may be helpful to map it as a process flowchart.
This helps identify blockages, disconnects and problems. The newspaper group
mapped their processes and found lots of gaps, so they re-mapped them as
part of fixing the slippages.

e Divide up the work amongst the team. Try to get them to work as singles or in
pairs.

e Make sure you personally commit to an action — you are an important role
model — make sure you take it!

¢ The briefis to investigate the systems to see if they are being used properly 100%
of the time. They need to be creative by asking people, sampling, watching
and doing analysis of data where appropriate.

TIP: Make sure you don't get people with vested interests
evaluating themselves i.e., buyers looking at buying.

e Agree a timeframe — one month to report back on the slippages to the systems.

TIPS:

1. If the benefit is big enough consider making the project leader
a full- time role.

2. Put your best people onto projects, preferably entrepreneurs
not just those that are available.
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STAGE 4

e Isf Review Meeting

- List slippages and causes onto a flipchart including those where further
analysis might be required.
- Make sure you have completed your personal actions — this is critical.

TIPS:

1. Show interest between the meetings by asking people how
they are doing investigating slippages. Inform them of your
progress. Try to get momentum into the process.

2. Remove any blockages that people find e.g. accounts
department too busy to provide information required.
Remember the prize is worth it.

STAGE 5

¢ Calculate the financial consequences of the slippages i.e., not using the
systems effectively. This creates a priority on the order in which you might deal
with the slippages. See example:

System Slippage costs — example £

Marketing spend 100k
Buying effectiveness 200k
Cost control process 50k
Waste 12k
Lack of planning 200k
Cost of invoice disputes 120k

E.g.. We are spending £100k on marketing but if the recording system for new
customers was used properly and consistently then we could reduce that to
£10k, because we would know where new leads come from.
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STAGE 6

e Prioritise the systems you are going to re-install by the cost benefit analysis in
stage 5. Keep this to an estimate on an annual basis e.g.; waste costs £1k per
month that equates to £12k per annum.

TIP: Keep the accountants and bean counters out of the process,
this is a management job!

STAGE 7

e Allocate individuals and teams to re-establish the system, frain people in it, set
Up a monitoring process and make someone personally responsible for it on an
ongoing basis.

e If necessary reset new standards and produce a new process map.

STAGE 8
e Review and share progress on a regular basis until the job is completed.

Meet monthly as a whole team and report progress, lessons and problems to
each other as the system slippages get fixed. Keep the momentum. Some can
be done immediately, others, like the newspaper story, can take up to six or
nine months. Celebrate success and share lessons around the business. Take
the team out to dinner to celebrate!

TIP: Keep going, be persistent. Success often comes just as you
are about to give up!
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TROUBLESHOOTER

POTENTIAL PROBLEMS

People ‘too busy’ to attend meetings

A command and control culture
means people find it difficult to be
open and honest

Difficulty in tracing cause of slippage

People do not complete their actions
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SUGGESTED REMEDIES

- Work with those people who
have the energy to change
things, threaten with external
consultants or ask the CEO for
support!

- Make sure you overdo the
agreeing ground rules and the
setting up process right at the
start. Spend time on this stage.
Reinforce the ground rules by
giving your personal pledge that
you support the process.

- Consider mapping the process in
detail.

- Keep asking why things happen,
getinto the detail and probe
until you really do find the cause.

- Remind people of the ground
rules.

- Actas arole model by
completing your actions.

- Keep an action-ometeri.e.,
calculate % actions completed
on an ongoing basis and
circulate to all team members
weekly as a barometer of
progress.



